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Abstract: This study examines the relationship between governance quality, foreign direct investment (FDI), and eco-
nomic growth in Central Asia from 2003 to 2024. The research utilizes the Bertelsmann Transformation Index (BTI) and
a random-effects GLS panel model to analyze the direct and indirect effects of governance reforms on growth through
foreign direct investment (FDI). The results demonstrate that improvements in governance are positively associated with
FDI inflows, though insignificantly, indicating that existing institutional reforms have not yet increased the ability to attract
investment. Similarly, foreign direct investment brings about a positive and modest impact on economic growth, sug-
gesting limited spillover benefits. When all factors are analyzed simultaneously, governance demonstrates a significant
negative short-term impact on growth, while the indirect effect via FDI remains weak. The results indicate that Central
Asia is still in a transitional phase and implementing its governance reforms, while foreign direct investment continues to
rely on resources. To transform developments in governance into sustainable, investment-driven growth, it is essential to
enhance institutional confidence, diversify investments, and improve public sector efficiency.

Key words: governance, Foreign Direct Investment, BTI Index, economic growth, reforms, Central Asia.

Annotatsiya: Mazkur tadgiqotda 2003—2024-yillar davomida Markaziy Osiyo mamlakatlarida boshqgaruv sifati, to‘g‘ridan
to'g'ri xorijiy investitsiyalar (TXI) va igtisodiy o‘sish o‘rtasidagi bog'liglik tahlil gilingan. Tadgigotda boshqgaruv islohotlarin-
ing igtisodiy o‘sishga TXI orqali ko‘rsatadigan bevosita va bilvosita ta’sirini baholash uchun Bertelsmann Transformation
Index (BTI) hamda tasodifiy effektlarga asoslangan GLS panel modeli go‘llanilgan. Natijalar boshgaruv sifatining yaxshi-
lanishi TXI ogimlariga ijobiy ta'sir ko‘rsatishini, biroq ushbu bog'liglik statistik jihatdan ahamiyatli emasligini ko‘rsatdi. Bu
esa mavjud institutsional islohotlar investitsiyalarni jalb qilish salohiyatini hali yetarli darajada oshirmaganligini anglatadi.
Shuningdek, to‘g‘ridan to‘g'ri xorijiy investitsiyalar iqtisodiy o'sishga ijobiy, ammo nisbatan cheklangan ta’sir ko‘rsatishi
aniglandi, bu esa investitsiyalarning gqo‘shimcha samaralari hali to‘liq namoyon bo‘lmaganligini bildiradi. Barcha omil-
lar birgalikda tahlil gilinganda, boshqaruv sifati igtisodiy o'sishga gisga muddatda sezilarli salbiy ta’sir ko‘rsatishi, TXI
orgali yuzaga keladigan bilvosita ta’sir esa zaifligicha qolishi aniglandi. Olingan natijalar Markaziy Osiyo mamlakatlari hali
ham institutsional transformatsiya bosgichida ekanligini va xorijiy investitsiyalar ogimi asosan resurslarga tayanayotgan-
ligini ko‘rsatadi. Boshqaruv sohasidagi yutuglarni barqaror va investitsiyalarga asoslangan iqtisodiy o‘sishga aylantirish
uchun institutsional ishonchni mustahkamlash, investitsiyalarni diversifikatsiya qilish hamda davlat sektori samaradorligini
oshirish zarur.

Kalit so‘zlar: boshqaruv sifati, to‘g‘ridan to‘g‘ri xorijiy investitsiyalar, BTI indeksi, iqtisodiy o‘sish, islohotlar, Markaziy
Osiyo.

AHHOTaumsA: B paHHOM uvccrnegoBaHWM paccMaTpuBaEeTCsl B3aWMOCBSI3b MEXAY KaydeCcTBOM FOCYAapCTBEHHOrO
yrnpaBneHusi, NpsiMbIMW UHOCTPaHHbIMU MHBecTUUuAMHK (MAN) n akoHommnyecknm poctom B cTpaHax LieHTpansHon Asuun
3a nepuopg 2003-2024 rogos. [Ang aHanu3a npsiMoro U KOCBEHHOIo BRUSIHUS peddOopM rocyaapCTBEHHOrO ynpaBneHns Ha
3KOHOMMYeckuin poct Yepes nputok MNMNU ncnonb3oBaHbl MiHaekc TpaHchopmaumn Beptenscmana (BTI) n naHenbHas
Mogernb cryvanHbix addekToB GLS. PesynbTaTbl NOKa3biBalOT, YTO YryyLIEHUEe KavyecTBa YnpaBreHUs noroXuTenbHO
cBsizaHo ¢ npuTtokom MW, ogHako AaHHas CBsI3b SABNSIETCS CTATUCTUYECKU HE3HAYMMOW, YTO CBUAETENLCTBYET O TOM,
YTO CyLLECTBYHOLLME MHCTUTYLIMOHANbHbIE pehOpPMbI NMOoKa He 06ECNeynnmn CyLLLECTBEHHOIO NOBbILLEHUS] MIHBECTULIVOHHOW
NPUBMeKaTensHOCTU perMoHa. AHamorMyHo, npsiMble WHOCTPaHHbIE WMHBECTULIMM OKa3biBAKOT MOMOXUTENBHOE, HO
YMEPEHHOE BMMSIHUE HA 3KOHOMWYECKUI POCT, yKa3blBasi Ha OrPaHWYEHHbIN XapakTep COMYTCTBYHOLWMX 3hdEKTOB.
Mpn ogHOBpPEMEHHOM aHanu3e BceX (haKTOPOB KayecTBO YMNpaBfieHUst LEMOHCTPUPYET 3HAaYMMOE OTpuvLaTernbHOe
KpaTKOCPOYHOE BO3AENCTBME HA 9KOHOMMUYECKUI POCT, TOrAa Kak KOCBEHHbIV adpdekT yepes MU octaétcsa cnabbim.
Mony4yeHHble pe3ynbTaTbl CBUAETENLCTBYIOT O TOM, YTO CTpaHbl LleHTpanbHoi A3um npogorkarT HaxoouTbCs Ha
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aTane WMHCTUTYLMOHANbHOW TpaHchopMaLmmn, a NPUTOK UHOCTPaHHBLIX MHBECTULMI MO-NPEXHEMY BO MHOTOM 3aBUCUT
OT pecypcHoro cektopa. [ns npeobpasoBaHUs OOCTWXEHWUN B cdepe rocydapCTBEHHOMO YNpaBfeHnUs B YCTONYMBLIN
MNHBECTULMOHHO-OPUEHTUPOBAHHbIA SKOHOMMUYECKWIA POCT HEOBGXOAMMO YKPeNnnATb WHCTUTYLMOHanbHOe OoBepue,
OMBEPCUIMLMPOBATL MHBECTULIMOHHBIE MOTOKM U MOBbILIATL 3 (EKTUBHOCTb rOCYAAapPCTBEHHOIO CeKTopa.

KnioyeBble cnoBa: rocyapCTBEHHOE yrpaBrieHue, NPAMblE MHOCTPaHHbIE MHBECTULMN, MHAEKC BTI, akoHoMmnyeckui
pocT, pedopmbl, LieHTpansHas Asus.

INTRODUCTION

Foreign direct investment (FDI) is crucial for facilitating economic growth, transferring technology between
nations, and transforming economic structures, particularly in transitional economies. Especially, in post-Soviet
Central Asia, where governments are moving from planned to market economies, foreign direct investment
(FDI) acts as both a money source and a driver for institutional modernization. Evidence increasingly indicates
that the volume and quality of FDI inflows are significantly influenced by the institutional and governance
conditions of the host country (Tabash, 2024; Shah and John, 2025). At the same time, corporate governance
has emerged as a pivotal determinant of the volume and productivity of foreign direct investment (FDI).

This article analyzes the impact of corporate governance quality on foreign direct investment (FDI) and
economic growth in six Central Asian nations—Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, Uzbekistan,
and Afghanistan—over the period from 2003 to 2024. This study employs data from the Bertelsmann
Transformation Index (BTI) and the World Development Indicators (WDI), utilizing a panel-econometric
methodology to assess the direct effect of governance quality on foreign direct investment (FDI) inflows and
the indirect effect of FDI on economic growth. This research is motivated by two objectives: to provide empirical
evidence on the governance—investment—growth relationship within a transitional regional context and to
assess the impact of Uzbekistan’s recent institutional reforms aimed at improving corporate governance and
attracting foreign investment.

Since 2017, President Shavkat Mirziyoyev has guided Uzbekistan through a significant liberalization of its
economy. The National Development Strategy for 2017-2021, as outlined in Presidential Decree No. DP-4947",
2017, outlined five primary objectives. The objectives were to modernize the national economy, reform
public administration, and ensure adherence to the rule of law. To achieve these objectives, the government
implemented several reforms to enhance the business environment, promote transparency, and strengthen
corporate governance. As of February 17, 2026, this document is no longer in force. Decree of the President
of the Republic of Uzbekistan at January 28, 2022 “On the Development Strategy of the New Uzbekistan for
2022 — 2026” No. DP-60? emphasized the necessity of reducing governmental involvement in the economy
and enhancing competitiveness within the private sector.

More recently, a number of new laws and decrees have been put forwards to fortify the governance
frameworks of state-owned enterprises (SOEs) and financial institutions. Presidential Resolution No. PQ-289
(2023) established new corporate governance regulations mandating state-owned enterprises to appoint a
minimum of one independent supervisory board member and implement formal ethical practices (Davaktiv.uz,
2023). Law No. LRU-907 (2024) facilitated foreign acquisition of state assets, hence increasing the likelihood
of such purchases (Dentons, 2024). In 2025, Presidential Decree No. UP-97 provided foreign investors with
enhanced incentives for investment, including tax exemptions for specific industries and streamlined customs
processes (CIS Legislation, 2025). These measures are designed to enhance governance quality, safeguard
investors, and promote transparency. These elements are universally regarded as essential for securing
sustained foreign direct investment (FDI).

At the same time, other Central Asian countries are implementing such modifications as well. For example,
Kazakhstan implemented its Concept for Enhancing Corporate Governance in the Quasi-Public Sector (2021-
2030), while Kyrgyzstan and Tajikistan fortified their anti-corruption legislation. As a result, governance systems
across the region continue to evolve, reflecting the diversity of national development paths and institutional
priorities. According to BTl (2024), Kazakhstan and Uzbekistan are demonstrating consistent advancement in
governance metrics, while other countries are also undertaking reforms aimed at strengthening the rule of law,
accountability, and institutional effectiveness. Such diversity provides valuable opportunities for comparative
analysis and was one of the reasons for conducting this study.

Theoretical and empirical research provides substantial evidence that effective governance positively
impacts foreign direct investment (FDI) and economic growth. Effective governance results in a more stable
legal framework, reduced transaction expenses, and increased investor confidence (Saidi et al., 2023). Studies

1 https://www.lex.uz/docs/-3107036
2 https://lex.uz/ru/docs/6968143
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in South Asia, ASEAN, and MENA regions consistently demonstrate that countries with higher institutional
quality are more inclined to attract significant foreign direct investment (FDI) inflows and attain rapid economic
growth (Tabash, 2024; Soltani and Ghandri, 2024; Shah and John, 2025). Shah and John (2025) employ a
fixed-effects panel model to illustrate that corruption control substantially increases FDI inflows in ASEAN
economies, but voice and accountability showed a different effect. Similarly, Soltani and Ghandri (2024),
employing a dynamic GMM estimator for MENA countries, illustrate that FDI and institutional infrastructure
together facilitate long-term growth.

Saidi et al. (2023) emphasize a triangle relationship among governance, foreign direct investment (FDI),
and economic growth: governance influences FDI, which in turn stimulates growth, while improvements in
growth can further increase institutional capacity. Tabash (2024) reports similar findings for South Asia
using completely modified and dynamic OLS methods, confirming that institutional transformation enhances
investment attractiveness. Karagiannis et al. (2025) ascertain that governance indicators significantly contribute
to cross-country growth variation in African countries by bolstering policy credibility. Kasimov and Saydaliev
(2022) demonstrate that in Central Asia, the primary determinants influencing FDI inflows and economic
performance are institutional quality, trade openness, and political stability.

In spite of the growing body of evidence, a comprehensive panel study has not been conducted yet to
investigate the governance—FDI-growth relationship across all Central Asian nations (including Afghanistan)
using BTI indicators from 2003 to 2024. The majority of existing research utilize the World Governance
Indicators (WGI) and examine either individual nations or clusters of nations. This presents a substantial
gap in understanding the impact of governance dynamics on long-term investment patterns in post-transition
countries. Moreover, most prior studies neglect to account for the policy framework influencing Uzbekistan’s
current privatization and corporate governance changes, which may be modifying the structural determinants
of foreign direct investment (FDI) in the region.

Despite the increased openness of Central Asian economies since independence, their foreign direct
investment inflows have continued to support the development of key sectors, particularly resource-based
industries. Ongoing improvements in corporate governance, decision-making processes, and the protection
of minority shareholders are creating favorable conditions for further diversification and the attraction of new
investment. At the same time, observable institutional changes provide an important opportunity to deepen
understanding of the relationship between governance quality and FDI-driven economic growth. To formulate
evidence-based policy in the region, it is important to assess how enhancements in governance contribute to
attracting foreign capital and supporting sustainable economic development.

The main objective of this research is to analyze how the quality of corporate governance influences the
flow of foreign direct investment (FDI) in Central Asian countries between 2003 and 2024. The study strives
to assess how FDI contributes to strengthening the relationship between governance quality and economic
progress. Additionally, it aims to identify specific governance factors like legal frameworks, efficient resource
allocation, and measures against corruption that have a significant impact on investment patterns and economic
advancement. The main goal is to formulate recommendations for policy improvements that can attract long-
lasting investments by enhancing governance structures.

The key research questions are:

1. Does higher governance quality attract more FDI in Central Asia?

2. Does FDI serve as a mediator between governance quality and economic growth?

3. Are Uzbekistan’s recent governance reforms translating into measurable improvements in investment
outcomes?

REVIEW OF LITERATURE ON THE SUBJECT

Numerous academic studies suggest that the quality of institutions and governance significantly impacts
foreign direct investment (FDI). Good governance builds trust, protects property rights, and ensures stable
contracts, thereby reducing risks for investors. Studies on emerging economies consistently show that countries
with strong governance tend to attract substantial and dependable FDI. Tabash (2024) demonstrates a lasting
positive influence of governance on FDI in South Asia using various estimators, highlighting how factors
like transparency, anti-corruption measures, and regulatory frameworks increase investment attractiveness.
Othman (2022) argues that economic self-sufficiency and effective governance, especially in regulatory
practices, are key factors influencing FDI levels in 14 Arab countries. He recommends improving institutional
efficiency and cutting bureaucratic obstacles.

Research from different other regions too supports these conclusions. Shah and John (2025) studied
ASEAN nations and found that reducing corruption and ensuring political stability had the most beneficial impact
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on FDI. Conversely, excessive regulations could have adverse effects. Soltani and Ghandri (2024) utilized
dynamic GMM to study 17 economies in the MENA region, concluding that governance and FDI jointly drive
economic growth, with the rule of law and governmental effectiveness playing crucial roles. Rodriguez-Lopez
and Pérez (2025) used a panel gravity model in Latin America to show that accountability, regulatory quality,
and political stability significantly influence variations in FDI inflows among nations. Research from various
locations highlights the global importance of governance on FDI, noting that the strength of this relationship
depends on institutional development and economic openness.

The quality of governance is crucial for the performance of Foreign Direct Investment (FDI) and its
impact on economic growth. Effective governance ensures the efficient utilization of capital inflows, fosters
innovation, and facilitates skill acquisition (Karagiannis et al., 2025). The paper indicates that the advantages
of foreign direct investment (FDI) are more prevalent in economies with robust legal frameworks. Saidi, Ochi,
and Maktouf (2023) investigate the intricate relationship between foreign direct investment (FDI), governance,
and economic growth as well in developing nations, asserting that governance not only directly fosters growth
but also enhances the growth-promoting impacts of FDI. Kasimov and Saydaliev (2022) found comparable
patterns in Central Asia, wherein institutional quality and trade openness significantly influence both foreign
direct investment (FDI) and growth trajectories.

Tran and Le (2019) had the same conclusion earlier analyzing 39 emerging nations and illustrating that
the influence of FDI on entrepreneurship, and subsequently on economic development and he pointed out
that it is contingent upon governance quality. They observe that in countries with poor governance, incoming
foreign direct investment (FDI) promotes opportunity-driven entrepreneurship, while in countries with strong
governance, outgoing FDI stimulates necessity-driven entrepreneurship. This suggests that the institutional
framework affects both the magnitude and the developmental outcomes of investments. Othman (2022) and
Soltani and Ghandri (2024) assert that not so good governance may restrict the growth potential of foreign
direct investment inflows which may result in misallocation of resources.

Further studies broaden the parameters of this relationship. For example the most recent one by
Karagiannis et al. (2025) where he demonstrated, using data from African countries, that enhancements in
governmental efficiency and corruption reduction substantially increase long-term growth via improving
investment effectiveness. Saidi et al. (2023) and Tran and Le (2019) had presented additional evidence earlier
as well that governance influences capital flows, impacting entrepreneurial dynamics, and underscore the dual
function of institutions as both enablers and regulators of growth dynamics.

The relationship among governance, foreign direct investment (FDI), and economic growth is well
established, however research on this topic is dispersed globally. Particularly, Central Asia lacks extensive
evidence, despite its unique transition from planned to market economies marked by diverse governance
trajectories. Kasimov and Saydaliev (2022) establish a preliminary regional reference point; yet, their study
omits Afghanistan and institutional developments that transpired after 2020.

Furthermore, although Tabash (2024), Saidi et al. (2023), and Shah and John (2025) emphasize strong
bidirectional correlations between governance and FDI, most studies rely on the World Governance Indicators
(WGI) rather than the Bertelsmann Transformation Index (BTI), which offers a more thorough view of changes
in political and corporate governance. The inadequate application of BT| data for assessing governance
efficiency, legal frameworks, and market systems may mean a significant research gap. Integrating BTI data
may enhance our comprehension of institutional transformations in such transitioning economies as in Central
Asia. Other than that, the relationship among governance, foreign direct investment (FDI), and growth is
progressively analyzed within the context of sustainable and inclusive development. Lopez-Mendoza et al.
(2020) demonstrate that effective governance promotes environmentally sustainable foreign direct investment
(FDI), facilitating the attainment of sustainability objectives. Lastly, another study by Agbokah et al. (2022)
indicated that foreign direct investment (FDI) fosters growth only when governance surpasses a specific
threshold of institutional quality. These findings emphasize that improving governance is not only a political
necessity but also an essential economic priority.

RESEARCH METHODOLOGY

We utilize a panel-econometric approach to assess (i) the impact of governance quality on foreign direct
investment (FDI) inflows and (ii) the direct and indirect effects of governance on economic growth. The
dataset comprises a longitudinal panel of countries, primarily focusing on Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, Uzbekistan, and Afghanistan, corresponding to various BTl indexes from 2003 to 2024. The BTI
data is gathered biennially, resulting in a limited amount of observations across various countries and years.

Hypotheses
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H1: Better governance quality attracts higher FDI inflows.
H2: Higher FDI inflows raise GDP growth.
H3: Governance quality raises GDP growth directly and indirectly through FDI (Figure 1).

H3
H1 R H2
Govern?nce I £DI Inflow — IGDP Growth
Quality >

Figure 1. Research framework®

The variables under examination are the proportion of foreign direct investment (FDI) inflows relative to
Gross Domestic Product (GDP) and the real annual percentage increase of GDP. To ensure uniformity, the
data sources utilized are the World Bank’s World Development Indicators of each country

The BTl Governance (Management) Index, ranging from 1 to 10, serves as the primary statistic. This
index consolidates metrics such as leadership efficacy, resource utilization, consensus among individuals, and
collaborative efforts globally. These are all intricately connected to legal frameworks, policy dependability, and
corporate oversight.

The BTl Governance (Management) Index, ranging from 1 to 10, is the primary variable to test the
outcomes. This index amalgamates metrics such as leadership efficacy, resource utilization, consensus among
individuals, and collaborative effectiveness on a global scale. These elements are intricately connected to legal
frameworks, policy consistency, and the overall caliber of institutions. It is a comprehensive method to assess
the efficacy and extent of governance in both political and economic domains.

We also employ control variables such as Trade Openness (Exports + Imports)/GDP (%), Inflation rate
(CPI, %), Natural Resource Rents (% of GDP) and Government consumption (% of GDP) as a way to account
for outward orientation, macro-stability signal, control for resource-pull FDI and Fiscal stance of the countries
respectively

For Model 1: H1 (FDI Equation Testing)

FDL =a0+B,Gov, +B,X. +l+A +€,

Where:

FDI, = Foreign direct investment inflows (% of GDP) for country i at time t

Gov, = Governance quality index (BTI Governance or Corporate Governance sub-index)

X, = Vector of control variables (trade openness, inflation, exchange rate stability, etc.)

u, = Unobserved country-specific effects

A, = Time effects controlling for global or regional shocks

g, = Error term

For Model 2: H2 (FDI on Economic Growth)

GI‘OWthit=O(1+Y1F Dlit+Y2Xit+ ui+}‘t+uit

Where:

Growth, = GDP growth rate (annual, %) for country i at time t
Other variables are defined as above.

For Model 3: H3 (Direct and Indirect Effect of Governance on Growth)

Growth =a,+6,Gov, +8 FDI +8 X +u+A +1,

Where:

61 captures the direct effect of governance quality on economic growth.

The indirect effect (mediation) is obtained by multiplying the coefficients from the previous two models:
Indirect Effect=[3,x6,

The total effect of governance on growth is the sum of direct and indirect effects.

3 Source: Prepared by the author.
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All models are estimated employing fixed-effects panel regression with robust standard errors clustered by
country to address heteroscedasticity and serial correlation.

ANALYSIS AND RESULTS

Table 1 illustrates the changes in six Central Asian economies (Afghanistan, Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan) from 2003 to 2024. The BTI Governance Index has a mean of 3.44
(SD = 1.05), indicating that the quality of governance is moderate. Foreign Direct Investment inflows average
3.89% of GDP (SD = 3.80), indicating significant variability in investments among countries. The average GDP
growth rate is 5.69%, which is typical for transitioning economies. The range might extend from —7.15% to
14.7%. Trade openness, averaging 78.8%, indicates the country’s significant reliance on international trade.
The average inflation rate is 8.88%, indicating relative price stability. Natural resource rents (mean = 12.8%,
SD = 13.8) indicate significant variability among resources, whereas government consumption (mean = 13.1%)
suggests limited government involvement in the economy. The data reveal significant disparities between
nations and over time, rendering the dataset ideal for panel-data econometric research (Table 1).

Table 1. Descriptive Statistics*

Variable Obs Mean Std. Devw. Min Max

bti govern-e 1 3.444354 1.047506 1 4,85
fdi gdp 64 3.85%365%9 3.801125 -4.8354847 16.03411

gdp growth 85 S.e94042 4,157584 -T7.1489738 14.7
trade open~s 53 T8.80806 30.50706 29,1523 146,106l
inflation 44 2.883134 6.3045%8 -6.601l36 26.41866
IesS0urcerent 53 12.78482 13,755%¢g 3058782 Se.9658%
government~n 53 13.10745 3.78481 S.94104% 22.10822

Table 2 presents the outcomes of the pairwise correlation analysis. A positive correlation (r = 0.086) exists
between governance quality (BTl_Governance) and FDI inflows; however, it lacks statistical significance (p >
0.10). This suggests that improvements in governance alone may be inadequate to attract foreign investors to
the region. Alittle positive correlation exists between FDI inflows and GDP growth (r = 0.21, p = 0.09), indicating
that foreign investments contribute to economic growth, albeit to a limited extent. The quality of governance
exhibits a negative association with economic growth (r = -0.38, p < 0.01), indicating that nations experiencing
rapid growth during reform periods, sometimes due to resource exports or structural transformations, do not
necessarily possess superior governance frameworks.

Trade openness exhibits a significant positive correlation with governance quality (r = 0.46, p < 0.01)
and foreign direct investment inflows (r = 0.42, p < 0.01). This indicates that nations with more commercial
openness generally possess superior institutions and attract more international investments. Resource rents
demonstrate an inverse relationship with governance (r = -0.47, p < 0.01), supporting the “resource curse”
hypothesis. Government consumption demonstrates a modest positive link with governance (r = 0.30, p < 0.05)
and a negative correlation with foreign direct investment (FDI) (r = -0.37, p < 0.01), indicating that extensive
public sectors may displace private and foreign investments.

All correlation coefficients are less than 0.8 in absolute value, indicating the absence of significant
multicollinearity issues among the variables (Table 2).

4 Source: Prepared by the author.
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Table 2. Paiwise Correlation®

| bti go~= £di gdp gdp gr~h trade ~s= inflat~n resour~t gover

= K™
|
I
bti govern~e= 1.0000
fdi gdp 0._08549 1.0000
0.4999
gdp growth —0.32824 o.2124 1.0000
0._.0017 0.091%
trade open~s 0.4592 0.4162 0_1077 1.0000
0.0005 0.0022 0.4423
inflation 0.0284 0.1g40 0.1026 0.1614 1.0000
0.8044 0.2424 0._.5127 0_2544
resourcersnt —0.4710 0.2109 .2961 -0_.1735 0_.12238 1.0000
0._.0004 0.0224 0.0212 0_25432 0_4654
gowvernment~mn 0.29495 -—-0.2698 -—-0_.6203 0.1249 —-0_.2387 -—-0_.32884 1.0
= Q00

| o.0294 Q. 0070 00000 o.27320 0_.16732 oO.0084

The Table below presents the summary results of all models: the random-effects regression outcomes on
the determinants influencing FDI inflows, GDP Growth and GDP growth as a mediation in Central Asia from
2003 to 2024. In all three model, the Hausman test results turned out to be higher than p value

First thing to note in model one was that the explanatory variables account for approximately 39% of the
variation in FDI. The BTl Governance Index reveals a positive but statistically negligible effect (B = 0.92, p =
0.287), indicating that governance changes have not yet yielded measurable gains in FDI. Conversely, trade
openness (B = 0.0517, p < 0.05) and natural resource rents (3 = 0.1064, p < 0.05) considerably augment FDI,
suggesting that economies characterized by openness and resource abundance attract increased investment.
Inflation and government expenditure remain insignificant, indicating they exert minimal influence on the overall
economy. In summary, structural and resource variables appear to exert a greater influence on FDI inflows in
Central Asia than the quality of governance. The beneficial impacts of governance quality may require an
extended period to manifest.

Moving on with Model 2, it showed that FDI inflows exert a positive albeit statistically small influence on
GDP growth ( = 0.063, p = 0.800), suggesting that FDI has not substantially contributed to economic progress
in Central Asia. The model explains almost 43% of the overall variation in GDP growth, demonstrating modest
explanatory power.

For model 3, the results demonstrate that governance quality adversely affects GDP growth (B = -2.43, p <
0.01), suggesting that governance improvements may temporarily hinder growth due to transitory adjustments.

The coefficient for FDI inflows is positive although insignificant (3 = 0.17, p = 0.27), indicating that FDI
has not established a robust connection between enhancements in governance and growth. The indirect
effect (0.15) is minimal, indicating that foreign direct investment does not significantly contribute to mediation.
Government consumption remains markedly negative (p < 0.01) among controls, although other variables are
statistically insignificant.

Overall, governance improvements appear to exert a short-term adverse yet structurally significant impact
on economic performance in Central Asia (Table 3).

5 Source: Prepared by the author.
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Table 3. Combined Summary Table®
i Model
. M?del 1 p-Value | Sig Model 2 (H2: p-Value | Sig 3 (H3: p-Value | Sig
Variable (H1: FDI as Growth as o
Dependent) (H1) (H1) Dependent) (H2) (H2) | Mediation—| (H3) (H3)
P P Growth)
BTl Govemance | 9503 0.287 -2.4281 0
Index
FDI inflows (%
of GDP) 0.063 0.8 0.1653 0.274
Trade
Openness (% of 0.0517 0.032 * 0.0206 0.542 0.0535 0.12
GDP)
'”ﬂat'f,’/:‘) (CPI, 0.0975 0.557 0.0369 0.719 -0.0637 0.667
Resource Rents | ) 1564 0034 | * -0.0763 0.28 00187 | 0834
(% of GDP) : : : : : :
Government
Consumption -0.2113 0.215 -0.7608 0 -0.6393 0
(% of GDP)
Constant -2.3394 0.557 13.3256 0 18.2186 0

The results from all three models demonstrate a consistent pattern regarding the impact of governance quality
and foreign direct investment (FDI) on the economic performance of Central Asian economies from 2003 to 2024. In
Model 1 (H1), governance quality demonstrated a positive but statistically insignificant connection with FDI inflows,
suggesting that institutional reforms have not yet become a substantial determinant of foreign investment in the region.
Model 2 (H2) indicated that the coefficient for FDI was positive although not statistically significant, suggesting that the
inflows have not resulted in quantifiable growth advantages. In Model 3 (H3), which integrated governance and FDI to
examine both direct and indirect effects, governance quality exhibited a pronounced negative direct influence on economic
growth; however, the indirect (mediated) effect via FDI was small and statistically insignificant. This result suggests
that governance improvements, although essential for long-term institutional stability, may include short-term adjustment
costs that temporarily impede growth.

Trade openness consistently displayed a positive but largely inconsequential relationship across models, but
government consumption consistently showed a considerable negative impact on growth, highlighting potential
inefficiencies in public expenditure. The results combined highlight that foreign direct investment (FDI) and improvements
in governance in Central Asia have not yet produced strong growth links, suggesting a gradual and still incomplete
structural change process.

This study examined the influence of governance quality on foreign direct investment (FDI) inflows and economic
growth in Central Asia from 2003 to 2024, utilizing panel data and random-effects generalized least squares (GLS)
analysis. The results demonstrate a multifaceted and dynamic interplay between institutional reform, foreign investment,
and regional growth outcomes.

The preliminary model assessed the correlation between enhanced governance and the attractiveness of foreign
direct investment (FDI). The coefficient for the BTI Governance Index was positive; nonetheless, it lacked statistical
significance. This indicates that governance improvements have not yet become a significant consideration for overseas
investors. This is a common trend in transition economies, as institutional enhancements require time to foster trust and
cultivate investment confidence (Tabash, 2024; Shah & John, 2025). Foreign direct investment (FDI) in Central Asia
primarily focuses on resource acquisition rather than institutional quality. Investors in natural resource industries are
typically less impacted by governance challenges, which explains why enhancements in governance have not significantly
resulted in an increase in diversified foreign direct investment (FDI).

The second model analyzed the influence of foreign direct investment on economic growth. The positive, but
insignificant, coefficient indicates that foreign direct investment has not yet exerted a substantial impact on growth.
This discovery corresponds with studies suggesting that the benefits of foreign direct investment are dependent
on a host country’s absorptive capacity, human capital, and institutional strength (Borensztein et al., 1998; Alfaro
et al.,, 2004). The absence of a robust connection between foreign and native enterprises, along with insufficient
technology transfer, may explain the weak correlation between foreign direct investment and economic growth in
Central Asia.

6 Source: Prepared by the author.
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The third model integrated governance and foreign direct investment to examine their direct and indirect
impacts on growth. The quality of governance exerted a substantial negative direct impact on GDP growth, but
the indirect effect via foreign direct investment was minimal and insignificant. Reforming transition economies
frequently exhibit similar patterns, wherein short-term challenges precede institutional stability (Roland, 2000).
Government expenditure consistently exhibited a robust negative correlation with growth among the control
variables. This indicates that public expenditure may lack efficiency and could be displacing private investment.
Trade openness remained favorable albeit statistically insignificant, indicating that while regional integration had
promise, structural issues continue to impede its growth impact. The findings indicate that governance reforms
and foreign direct investment (FDI) in Central Asia remain in the nascent phase of transformation. Institutions are
undergoing transformations; nonetheless, they are not yet prepared to attract diverse investments or generate
substantial growth spillovers.

CONCLUSIONS AND SUGGESTIONS

This study examined the relationship between governance quality, foreign direct investment (FDI), and
economic growth in Central Asia from 2003 to 2024, utilizing the BTI Governance Index and random-effects GLS
estimation. The results highlight the ongoing progress of institutional and economic development in the region. The
findings suggest that governance quality positively correlates with FDI inflows, reflecting the growing attractiveness
of the region for international investors. This indicates that institutional reforms, alongside recent improvements,
are creating a stronger foundation for attracting greater volumes of diversified foreign direct investment (FDI)
in the future. Similarly, the positive effect of FDI on growth demonstrates the potential of foreign investment to
generate broader economic benefits as domestic absorption capacity and technology transfer mechanisms continue
to develop. When examining governance and foreign direct investment (FDI) concurrently, governance exerts an
evolving influence on growth, while its contribution through FDI reflects the gradual strengthening of institutional
channels. This pattern suggests that governance improvements are laying the groundwork for sustainable economic
expansion and long-term development gains.

Policy consequences necessitate continued governance reforms, particularly in improving regulatory quality,
contract enforcement, and transparency. To maximize growth advantages, governments should advocate for
productive and diverse foreign direct investment (FDI), enhance the efficiency of public expenditure, and foster
linkages between foreign and domestic enterprises.

Regarding the limitations of this study, it includes a limited sample size, biannual governance data, and the
omission of external shocks such as global crises and geopolitical issues. Future research should increase the
sample size, incorporate dynamic modeling, and utilize different governance metrics.

Overall, governance improvements in Central Asia continue to advance. They are establishing a solid foundation
for sustained growth through investment, with positive outcomes expected to become increasingly visible over
time.
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Axborot va ommaviy kommunikatsiyalar agentligi tomonidan
NeS-5669245 reyestr ragami tartibi bo‘yicha ro‘yxatdan o‘tkazilgan.
Litsenziya ragami: N2095310.

Manzilimiz: Toshkent shahri Yunusobod
tumani 15-mavze 19-uy
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